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6
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General Instructions

(Section references are to the Internal Revenue
Code.)

Purpose of Schedule

Use Schedule D (Form N-20) to report the sale
or exchange of capital assets, except capital
gains (losses) that are specially allocated to any
partners.

Enter capital gains (losses) specially allo-
cated to the partnership as a partner in other
partnerships and from estates and trusts on
Schedule D (Form N-20), line 4 or 9, whichever
applies. Enter capital gains (losses) of the part-
nership that are specially allocated to partners
directly on line 4d, 4e, or 7 of Schedule K and
K-1 (Form N-20), whichever applies. Do not
include these amounts on Schedule D. See
How Income Is Shared Among Partners  inthe
Instructions for Form N-20 for more information.

General Information

To report sales or exchanges of property other
than capital assets, including the sale or ex-
change of property used in a trade or business
and involuntary conversions (other than casual-
ties and thefts) see Schedule D-1, Sales of Busi-
ness Property, and related instructions. If

property is involuntarily converted because of a
casualty or theft, use federal Form 4684, Casu-
alties and Thefts.

Gain and losses from section 1256 contracts
and straddles are reported on federal Form
6781, Gains and Losses From Section 1256
Contracts and Staddles. If there are limited part-
ners, see section 1256(e)(4) for the limitation on
losses from hedging transactions.

An exchange of business or investment prop-
erty for property of a like kind is reported on
federal Form 8824, Like-Kind Exchange.

For more information, see federal Publication
544, Sales and Other Dispositions of Assets.

What Are Capital Assets?

Each item of property the partnership held
(whether or not connected with its trade or busi-
ness) is a capital asset except:

1. Assets that can be inventoried or property
held mainly for sale to customers.

2. Depreciable or real property used in the trade
or business.

3. Certain copyrights; literary, musical, or artistic
compositions; letters or memorandums; or
similar property.

4. Accounts or notes receivable acquired in the
ordinary course of trade or business for serv-
ices rendered or from the sale of property
described in 1 above.

5. U.S. Government publications, including the
Congressional Record, that the partnership
received from the government, other than by
purchase at the normal sales price, or that the
partnership got from another taxpayer who
had received it in a similar way, if the partner-
ship’s basis is determined by reference to the
previous owner.

Items for Special Treatment and
Special Cases

The following items may require special treat-
ment:

® Bonds and other debt instruments. See fed-
eral Publication 550, Investment Income and
Expenses.

® Certain real estate subdivided for sale that
may be considered a capital asset. See sec-
tion 1237.

® Gain on the sale of depreciable property to a
more than 50% owned entity, or to a trust in
which the partnership is a beneficiary, is
treated as ordinary gain.
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Liquidating distributions from a corporation.
See federal Publication 550 for details.

Gain on the sale or exchange of stock in
certain foreign corporations. See section
1248.

Gain or loss on options to buy or sell, includ-
ing closing transactions. See federal Publi-
cation 550 for details.

Transfer of property to a partnership which
would be treated as an investment company
if the partnership were incorporated.

Transfer of property to a political organization
if the fair market value of the property ex-
ceeds the partnership’s adjusted basis in
such property. See section 84.

Any loss on the disposition of converted wet-
land or highly erodible cropland that is first
used for farming after March 1, 1986, is re-
ported as a long-term capital loss on Sched-
ule D, but any gain on such a disposition is
reported as ordinary income on Schedule
D-1. See section 1257 for details.

Transfer of partnership assets and liabilities
to a newly formed corporation in exchange for
all of its stock. See IRS Rev. Rul. 84-111,
1984-2 C.B. 88.

Disposition of foreign investment in a U.S.
real property interest. See section 897.

Any loss from a sale or exchange of property
between the partnership and certain related
persons is not allowed, except for distribu-
tions in complete liquidation of a corporation.
See sections 267 and 707(b) for details.

Any loss from securities that are capital as-
sets that become worthless during the year is
treated as a loss from the sale or exchange
of a capital asset on the last day of the tax
year.

Gain from the sale or exchange of stock in a
collapsible corporation is not a capital gain.
See section 341.

A nonbusiness bad debt must be treated as
a short-term capital loss and can be deducted
only in the year the debt becomes totally
worthless. For each bad debt, enter the
name of the debtor and “schedule attached”
in column (a) of line 1 and the amount of the
bad debt as a loss in column (f). Also attach
a statement of facts to support each bad debt
deduction.

Any loss from a wash sale of stock or securi-
ties (including contracts or options to acquire
or sell stock or securities) cannot be deducted
unless the partnership is a dealer in stock or
securities and the loss was sustained in a

transaction made in the ordinary course of the
partnership’s trade or business. A wash sale
occurs if the partnership acquires (by pur-
chase or exchange), or has a contract or
option to acquire, substantially identical stock
or securities within 30 days before or after the
date of the sale or exchange. See section
1091 for more information.

® Gain from the sale of property (other than
publicly traded stock or securities) for which
any payment is to be received in a tax year
after the year of sale, must be reported using
the installment method on federal Form 6252,
Installment Sale Income, unless the partner-
ship elects to report the entire gain in the year
of sale. The partnership should also use
federal Form 6252 if it received a payment
this year from a sale made in an earlier year
on the installment method.

If the partnership wants to elect out of the
installment method for installment gain thatis
not specially allocated among the partners, it
must report the full amount of the gain on a
timely filed return (including extensions).

If the partnership wants to elect out of the
installment method for installment gain thatis
specially allocated among the partners, it
must do the following on a timely filed return
(including extensions):

(1) For a short-term capital gain, report the
full amount of the gain on Schedule K
(Form N-20), line 4d or 7.

For a long-term capital gain, report
the full amount of the gain on Schedule K
(Form N-20), line 4e or 7.

(2) Enter each partner's share of the full
amount of the gain on Schedule K-1
(Form N-20), line 4d, 4e, or 7, whichever
applies.

Specific Instructions

Columns (b) and (c) — Date
Acquired and Date Sold

Use the trade dates for date acquired and date
sold for stocks and bonds traded on an exchange
or over-the-counter market.

Column (d) — Sales Price

Enter in this column either the gross sales price
or the net sales price from the sale. On sales of
stocks and bonds, report the gross amount as
reported to the partnership by the partnership’s
broker on federal Form 1099-B, Proceeds From
Broker and Barter Exchange Transactions, or
similar statement. However, if the broker ad-
vised the partnership that gross proceeds (gross

sales price) less commissions and option premi-
ums were reported to the Department of Taxa-
tion, enter that net amount in column (d).

Column (e) — Cost or Other Basis

In general, the cost or other basis is the cost of
the property plus purchase commissions and
improvements and minus depreciation, amorti-
zation, and depletion. If the partnership got the
property in a tax-free exchange, involuntary con-
version, or wash sale of stock, it may not be able
to use the actual cash cost as the basis. If the
partnership does not use cash cost, attach an
explanation of the basis.

When selling stock, adjust the basis by sub-
tracting all the stock-related nontaxable distribu-
tions received before the sale. This includes
nontaxable distributions from utility company
stock and mutual funds. Also adjust the basis for
any stock splits or stock dividends.

If a charitable contribution deduction is
passed through to a partner because of a sale of
property to a charitable organization, the ad-
justed basis for determining gain from the sale is
an amount that has the same ratio to the adjusted
basis as the amount realized has to the fair
market value.

See section 852(f) for the treatment of certain
load charges incurred in acquiring stock in a
mutual fund with a reinvestment right.

If the gross sale price is reported in column
(d), increase the cost or other basis by any
expense of sale, such as broker’s fees, commis-
sions, or option premiums, before making an
entry in column (e).

For more information, see federal Publication
551, Basis of Assets.

Lines 4 and 9 — Capital Gains and
Losses From Other Partnerships,
Estates, and Trusts

See the Schedule K-1 or other information sup-
plied to you by the other partnership, estate, or
trust.

Line 10 — Capital Gain
Distributions

On line 10, report as capital gain distributions (a)
capital gain dividends and (b) the partnership’s
share of undistributed capital gains from a regu-
lated investment company or real estate invest-
ment trust (REIT). Report the partnership’s
share of Hawaii income taxes paid on undistrib-
uted capital gains by a regulated investment
company or REIT on Schedule K, line 21, and
Schedule K-1, line 21.



